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circulation Price Elaafcldty .j 
In the Dally Newspap^er Industry j 

Almost 20 years ago. Landau and Davenport stated ;:bpt, "The sales price 
of a newspaper^ therefore* Is expressed neither by the Intejractlon between 
Supply and Demand nor by a reiatlooshlp to production cost factors. Price ^ 
determination Is "purely arbltritry /' (emphasis added) Th^y concluded: 

The forceful Influence on ttils arbitration seems to be a 
' beiief that a newspaper must be sold at an insignificant price 

* i . 

In orde^ to have mask appeal. I 

Both single copy "and home delivery prices rlsje slowly, are , • 

~ ' ' ' ' - i • ■ ' / * 

rather Indifferent to currency value fluctuations, are deddeilly 

reluctant* are' at comparatively great intervals, and;* in general, 

2 l' 

rise only under pressure from splrallng costs. 

During the early 1970' s, newsstand and subscrlptlqn prices roae» 
apparently in response to "pressure from splrallng costs** compounded by an 
economic slump which affected advertising revenues. The Increases were Indeed 
made reluctantly. In spite of mbuntlng evidence of a highly Inelastic demands 
As early as 1961, Gallup advised newspaper publishers that a maj^orlty of their 
readers were receptive to a IVcenta-a-copy prlce> althougk^i^most newdpapers 
then charged only 5 cents. Yet as recently as the beginning of 1971t only 
148 of the 1,742 dally newspapers In the United States were chargli^g the price 
that Gallup had assin^d them was Vsafe'* ten years before. It was nok until 1974 
that a majority of the dally newspapers finally reached the 15*-cent^prlce. 



■•' ... ■■ ; • , - . ; ^ ... 

Mansfield has stated: - 

■ .* . ' - . I - . ' 

Most businessmeiT intuitively are aware of^th^Ss^lasticity of 
demand for goods they makey although they may not have a-'H^tailed, 
precise estimate* Nevertlhteless, some firms tend to be conservative 
and underestimate elKlbticity of demand* 

The opposite appears to be true of the newspaper industry. Newspaper 
managers seem to overestimate the elasticity of demand for newspaper subscriptioi 
and per^copy prices. "Rie concept of elasticity is shown in Figure -1* 



FIGURE 1 ABOUT HERE 



Two h3rpothetical demand curves are show in Figure 1, De, a relatively 
Mastic demand curve, and Di, a rel^tiv^iy inelastic demand curve. With a 
given price of PI, circulation would be CI. If price is increased to the 
circulation would decrease to C2 on the Inelastic demand curve, but it would 
drop, to C3 if the demand qurve is relatively elastic. 

There is^some evidence that the demand for newspaper copies is inelastic, 
similar to curve Dl in Figure 1, but the evidence has been largely based on 
isolated examples. In, 1976, CTark reported results of circulation and price 
changes for a random sample of 202 daily newspapers. He found that in 59. 4Z 
of the cases, circulation continued to increase as' subscription rate increased, 
and in only 39. 3Z of tAe cases did circulation decrease. ^ ^He concluded: 

Obviously,, there is a point of * diminishing retuni* in Increasing 
$ubscripiS|ion rates, but 'this point apparently ha$ not been reached ^y 
most nei/spapers in the United States, particularly by newspapers With 
circulations of 50,000 'or less.^ 




Tha Problem 

The potential economic magnitude of "tmderprlcing" is striking. Consljc 
the effect of the reluctant increase from 10 to 15 cents a copy. Based ot 
total dally newspaper circlklation of 62,000,000, the gross effect of the in- 
crease Is more than $3,000,000 ^ day» or more than $1 billion^ a year . This is 
an average of some $500,000 for each of the 1,750 or so daily newspapers in the 
country. In times of economic problems, the magnitude of "lost revenue" ^from;^ 
arbitrary pricing is disturbing. 

• * ■ 

The Hypothesis 

This study was conducted as an initial step toward determining' the 
elasticity of demand for newspaper circulation, in an attempt to provide more 
precise economic data for decision-making in the newspaper industry. Xt was 
hypothesized that the demand curve for circulation would be highly inelastic, 
ij^e^f a given percentage increase in price would not lead to ^ corresponding 
percentage decrease in circulation. 

Baumol explains the demand function as follows: 

The most obvious piece of information we dlesire pf a demand 

\ 

function is an indication of the effect on the "dependent" variable 

of a ch'ange .in the value of one of the other variables. In the case 

of the demand curve, this involves measurement of the response in 

quantity .demanded which can be expected to result from a given change 
• ■ 

ih the price of the commodity.^ 

In this study, we examined the changes in circulation that resulted as 
price increased for newspaper copies. 

^ ' f 

5 / • 
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f ■ Methodology 

. 1 / ; ■ ■ •: 

Data on changes in circulation, per-co^y-price and population of thq 

area Ijx which the newspaper Is published were collected for all dally newspapers 

8 * 

published In tHe United States in both 1970 and 1975. Although home-delivery 
prices were not available, it was assumed that there is a close relationship 
between changes in per-copyOpric^ and home-delivery price. Changes in popula- 
tion wejre included as a concomitant variable, to control for population changes 
as an influence on circulation chianges. The raw data vere converted to per- 



The data ware subjected tb both descriptive and regression analyses, ^ 



centage changes for the analysed. 

:t 

using computer program SPSS.^ Analyses were first made on all newspapers, and 
then separate runs were made on morning, evening, Sunday, and all-day. newspaper^ 
to determine if elasticity estimates varied among the various types of newspapers 

Results 

• . — ' J 

•4 

The hypothesis received strong support. In all cases, population 
changes correlated positively with circulation changes, as was expected. This 
means that as population increased, circulation tended to increase. Price 
changes tended to \orrelate negatively with circulation changies, indicating that 
circul^ation decreased as price increased, with population changes Jjield5(fti8tant, 
Howeyer, none of the correlations were significant at the 0.05 level/ 

More Important, though, the correlation between percentage price chang'fe 
and percentage circulation change was very low in all analyses. This indicates 
that a relatively large percentage increase in price resulted in a much smaller 
percentage decrease in circulation 



All Newspapers 

A total of 2,194 newspapers published in both 19/0 and 1975 were 
analyzed as a group. The number is higher than the usual figure of about 1,750 
because newspapers with the same name mlth morning, evening, and/or Sunday 
editions were counted as separate papers for the analyses. The total included 

« 

290 morning newspapers or ^editions, 1,334 evening, 546 Sunday, and 24 all-day. 
A summary of changes for all newspapers is presented in Table jL. - 



TABLE 1 ABOUT HERE 



During* the six-year period, circulation mean increase was 9.9%,populatl>on 

'%' 

\ ■ 

increase wac 6.0% and price increase was 41.1%. If the demand for newspaper 

' • v . 

circulatipn had unitary elasticity, we would expect to find a 4l.'i% decrease in 

circulation with 41.1% increase in price. Obviously, this was aQ^^he case. 

Although total circulation did increase, however, when population chainge i8_ ^ 

held constant, the increase in price resulted in a mln«fr decrease tn circulation. 

D^ta next were subjected to ||^^ regressidn analysis to determine] 

the relationship between price change and circulation change. Results of the 

regression for all newspapers ave pre8e^t;ed in Table 2. 

'■■ . ■ ■ • ■ 



TABLE 2 ABOUT HERE ^ 



>r^i 

\ Y* - A + xlBl + x2B2 



[the formula for the regression equation can be expressed: 



where Y*^lftthe predicted change in circulation, A .is la constant, xl is the 

regression ^Coefficient for population change (Bl) and x2 is the regression 

* . ' ^ \ , 

coefficient for price change (B2). ^ 



The regression technique usSl in Sis analysis was step-wise, with the 
computer detertaining first the predictor accounting for the greater variance 
in the criterion variable (circulation change) and then thfe predictor variable 
accouhting for the lesser variance. In every case, circulation change accounted 
for^ tha greater amount of variance. 

VThe variable entered in Step 1 was ^'percent change in population." ' 
Multiple R was 0.08279 and (variance accounted for) was only 0.00685. With 
1 and 2192 degrees of freedom, the F-value of 15.12816 was not significant at 
the\o.05 level. , ' ^ \ 

"Percent change in price" was entered in Step 2. Multiple R was 
0.087^8 with both variables entered in the equation, with ,an R of 0.00772. 
Thus, ^percent change la price" added oply 0.00087^ variance accounted for, 
an F-value of 1.919 ^<;p> 0.05). / ■ C . ^ 

^ Values for the equation are: ' * 

^ Y' - 0.10404+0.10621 (population change) + * 

- ■ \ 
(-) 0.027i8 (pijlce change) , 

/ . ^ ■ • V 

If we hold population change constant at zero, the equation becomes: 

Y" - 0.10406 - 0.02718 (price change) 

Solving for a 50% increase in price, we obtain a predicted circulation 

change of only 1.25% decrease. \> , , 

• Applyinft-*«jis formula to a hypothetical newspaper with 100,000 circula- 

tlon and a price of 10 cents per copy, we would find that raising ^he pric^j. 

50% to 15 cents/would result in a 1.25% decrease in circulation, or 1,250. 

\ ^ ^ , , 

HI th* 100, 000 circulaSfcion at 10 cents per copy, daily gross revenue from circula- 
tion would be $10,000. At 15 cents a copy and a circulation of 98,750, daily 

^. , . ■ 

: gross revenue from circulation would be $14,812.50, or an ^Lncr^ase of 
$4.812.50 per day . On the ba$l8 of 312 Issues per year, thla amounts to 



.8 



$1,304,940.* In addition, of course^ there would be some reduction in newsprint 

*and oth^r costs', further increasing •economic benefits. ^ 

^^^^^^^^ 

The demand curve derived from these^data is shown in ^Figure 2, 



FIGURE 2 ABOUT HERE 



Change9 by Type of Newspaper ^ 

In terms- of cir delation -change during the 1970 to 1975 period, Sunday 
newspapers had the gl^atest circulation ^^In (12.6%)- followed by morning news- • 
papers (+10.7%), evening newspapers (+8.8%) afad all-day newspapers (-3.9yC). 
Although all-day newspapers had tbe greatest change in pripe (+52»0%), for the 
other three type^ of newspapers circulation change was inversly. related to ' 
price change; i.e., Sunday newspapers,- which hod the greatest circulatioi^ growth, 
also had the greatest price increase (+48.0%),' followed by mpmlng newspapers 
(+40^,8%) and evening new^aperp (+38.1%). " . ^ • 

A summary of changes Sy type of newspaper is pre^nte.d in Table 3. 

: . • ■ _ . ■ ; ■ ■ • • •.■ t 
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In the multiple regression analyst, allrday newspapers actually had; a 
positive regression coefficient for p^cen^age price change (+0.12536), indi- 
cating that pric^ increase clearly was n<5t associated with circulation decrease. 
The^ Other regression coefficients for price cHdRg^- wer^: morning newspapers 

(-0* 019 76), ^evening newspapers (t0.0281^, Sunday newspapers (-0-041^5). 

• 12 2 ^ ' 

\ ] The multiple R, R , R -change, and regression coefficients by type of ^ 

w ^ • • . . ' V 

newspaper are summarized in Table 4. 



TABLE 4' ABOUT ^HERE« 



The regression equations by type of newspapeLwere as follows: . 
Morning: V, - 0.10744+ 0.18788 (percent population change) + 

y (-) 0.01976 (percent price change) ^ 

Evening: Y'-- 0.09391 ^ 0.06841 {percent population change) + 

(-) 0.02823 (percent price change) 
Sunday: - 0.12777 0,35^18 (percent population change) + 

(-) 0.04145 (percent price change) 



All-Day: Y' - 0.01074 + 0.03963 (percent population change) 

^ ■ ■ ' ^ ' ' • ^ / 

0.12536 (percent pr^ce change) 

Solving for a 50% price increase and folding percentage population 

> ■ • ' * ■■ ^ ^ 

change constant at zero, we derive the following elasticity estimates: r . 

' ■ K ' . * ^ \ , ^ ' ' 

♦ Morning: 0.88% circulation decrease. . - ^ . 



0 



Evening: 1.32^ circulation* decrease^ 
* Sunday: 1.95% circulation decrease. 

- ' All-Day: 6.29% circulation increase. 

Tl^is does* not suggest that raising the price on tfn all-day newspaper 
would cause a circulation increag^e, but ft^oes demonstrate dramatically that 
the price InQteases during ^he 1970-1975 period, were not related to the actual 

circulation declines. We must search for deeper, more complex Explanations 

ft 

of clrculatid^ changes than price and population changes, either alone or In 

combination. t ^ 

The fi^^ <>hai3i0/ of the study involved comparing circulation trhange^of 
those daily newspapers which increased prico^lrSD^ to 15 cents with those - 
which remained constant at 10 ce^ts during the 1970-1975. pCTlod. 



A tot^l of 942 nev/8pap6;r8 Increased jvrlqe f roHi 10 to 15 cents during 
this period . For -these newspapers, the 50% price Increase wa^. accompanied by an 
8.3% circulation increase. -The §36 newspapers which maintained the 10-cent,T>rice 
throughout the period expjerienced a 12.1% increase in circulation.. Thus, the^ . 
constant price resulted in a 3.8% greater increase in circulation. -^ 

These data were subjected to SPSS subprogram PEARSON CORRELATION. For the 
combined 1,478 newspapers, ;nean> percentage price increase was 31.87% and mean 
pirculation increase was 9.68%. The^^correlatidn coefficient between percentage 
price change and percentage circulation change was •0.0568> which was signi^cant 
at the 0.03 level. The negative correlation indicates that nj^spapers which 
increased copy -price 50% did have a slightly lp<*er percentage circulation 
increase, as we would expect. However, the difference of only 3.8% means that 
tn^demand curve still was highly inelastic arid that the price Increase would 
lead Op substantially higher total revenue, for the newspapers which increased 
price. * ' ' ur. 

^It is revealing to speculate on tb^^Cential^ differences in reve^iu^ for 
the two groups of newspapers. For the newspapers which increased price from 
10 to 15 cents, the mean circulation in J.975 was 38,781.7. \Jhe additional 
5^ents, ignoring carrier, percentage of the incfta^e,- amounts to $1,939.08 per '(^ 



day, or, on the basis of aS^JiiQ^ calendar year f or .a-i six^day daily newsp^jier, 
^increased revenue of $604,994.52 fot"^ the yeggfcr . Ev^pn fecog^^.2ing that the news- 
stand price lis not identical to subscription price, the> contrast is striking. 

Carrying the comparison one step farther, the newspapers which remained *\ 

J ■ ^' 

constant atr 10 cents, circulation for the average newspaper was ^b^ll^.l in 
1970 and 26^841.9 in 1975. At a full 1^ cents per copy per daj^*, gross circula- 
tion revenue would have gone fj^m $802,719.84 5ln 1970 to $837,467.28 in 1975, 

■ \ ' \ . 

■ • • * I 
an ^ncrease of 4.3% in gross circulation revenue. For' the newspapers which 



"5, 



Increased prl^e from 10 to^lS cjnta", ^^e' gross circulation revenue would have 

risen for the average new&pap6r f rom' W5,fi80.40 in 1970 to $l,8i4,983.56, or 

an increase of 51.7% in gross circulation revenue. * ^ ^ V 

♦ ■ ■ ' 

The contrast between an<increase of 4.3% and an increase.'of ^1?.7Z .In gross 

circulation revenue vividly demdftfstrates the economic penalty of overestimating ^ 

the elasticity' of demand for newspaper circulation* 



Summary and^onclusions ' 

{Results of«^this study offer strongs support for the hyppthesis that the ^ 
demand for newspaper circulation from 1970 to 1975 was highly inelastic\ Al- 
though per-copy prices rose 41.1% during the six-year period, total circulation ^ 
'actually increased 9.9%. Controlling for changes in population, -the correlation ' *C 

o 

between circulation and price change was slightly negative, indicating a small ^ . " 
decrease in circulation with a much greater increase in price. *f \ 

. ./ . : . 

It can be concluded that at least during this time period^ newspapers ^ * 
were^grossly underp«Lced and newspapers lost a tremenflous amount of potential 
revenue. Although we cannot predict with confidence that fut||j^re price increases 

" A • ^ ^ '■■ 

will continue to remain Inelastic, there is no evidence . that newspapers have ^ 

- ' . ■ ^' - - ^ . . ' : t ' 

yet approached a point of diminishing return from price increases. , , 

It is posslbJ^e, of course, that jth^re might be a kink in the demand ^ 

curve, perhajps a psychological barrier th£^t would* result in. greateft eliist^clty 

*" — " ■ . >' '1 V ' ' ' 

beyopd some point. In4eed, some newspaper managers have dpecualted that v 

further price increases* will lead^to greater decreases in cir<^la1tion. * > 

However, another possibility needs to be explored. Perhaps we are. r ^ \ v*^ 

approacl|)ing the point where price increases might be a catalyst for: subscription^ ' 



cancellations^ rather than the cause . In other words, it might be an excuse to 



- cajicel a newspaper that has long since lost Its televance to soo^' reaidc^s.' ^ 

• ■ ^ , ■ . ■ 12 ' ' ' 

• • . ■ ■ ■ ■ ■ %• • 
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J.t this li trive, v« will need- to greatly expand our orts to define die rele-* 
vant role of the newspaper In our fast*changlnigi complex society. ' . 

A. ^ * 

' As Gallup" stated 15 years ago» people will continiie to be receptive to 

V 10 . 

price Increases so long as the ' newspaper Is worth the price to them. 
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Table 1. Changes In Mean Circulation. Frlca and Population for All 
' Dally Newspapers. 1970-1975 . § f 



Variable 

Circulation 
Population 




1970 
47/808.687 
13^319.750 
12.004 



1975 
48,718.156 
135,987.250 
16.864 



Total 
•f90».469 
•t-1,658.500 
•H.860 



Percent 
9.1' 
6.0 

41.1 
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Tibltt 2. RegreaaloQ Coefficients In Percentage Circulation Change for 
Percentage* Changes In Popul^»on and Price* All NsMspapers. 



Multiple R / 
Population 0.08279 0.00685^ 
Prlc« . 0.08788 ^ 0^772 



/ 



, / 



R Change 

0.00685 

0.00087 



Regrasalon Coefficient 



0.10621 



-0.02718' 



7 
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Table 3. Changes In Mean. Circulation, Prince and Popi 
of Newspapers, 1970-1975 



Morning Newspapers: 
Circulation 
PopulAtloA 
Price 

Evening Newspapers: 

Circulation 

Population 

Price 



1970 

80,411.312 
31«,172.5 

9.938 

■% 

25,936.148 
75,510.437 
9.749 



. 1975 

1 

82,645.1^ 
32^,146.937 
1^59 

26,104.277 
75,530.875 
13.351 



Total 



3 



8,974.43 
3.82 



168.12 
120.43 
3.6 



Types 



Percent 



2,2it.438 10.' 



"3.f 

40. 

✓ 

8.8 
6^8- 
38.1 



Sunday Newspapers: 

-*-6trcul8Clon 
Population 
Price 



81,389.25 
174,512.25 
18.62 



83,710.375 
176,956.5 
26.949 



2,321.12 
2,444.25 
8.32 



12.6 
5.1 
48.0 



All-Day Newspapers: 

Circulation 

Poptilatlon 

Price 



102,005.25 
272,225.125 
12.292 



99,640.5 
277,831.C)f 
19.375 



-2,364.75 
5,605.87 
7.08 



-3.9 
6.3 
52.0 
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Table 4. Regresslop Coefficients on Percentage Circulation Change for 
Percentage Changes Iq Population and Price, by Types of 
Nevspapers. 



Multiple R R^l 

Morning: 

Population 0.10928 0.01194^ 

Price 0.11119 0,01236 



Change Regression Coefficient 

■7 ■• ' 



0.01194 
0.00042 



0.18788 
-0.01976 



Evening: / 

Population 0.07167 



■ Price 
Sunday: 



0.00514 



0.07893 ^0.00623 



Population 0.1.4197 0.02015 
Price O.I4756 0.02177 



0.00514 
0.00109 



0.02|)15 
0.00162 



0,06841 
-0.02823 



0.35618 
-0.04145 



All-Day: 

Population 0.10378 a.01077 0.01077 

Price 0.13074 O.Ol709* 0.00632 



0.03963 
0.12J36 
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